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CONFIDENTIAL JAKARTA 4771 

E.O. 11652: GDS 
TAGS: ENRG, ID 

SUBJECT: PERT AMINA REVISES OIL INCENTIVES 

1 . GOI EXPECTED ANNOUNCE IMPORTANT MODIFICATIONS IN PERTAMINA'S 
FEBRUARY 1 1 PACKAGE OF OIL INCENTIVES SHORTLY. LETTER DATED 
APR 7 HAS ALREADY BEEN DRAFTED BY PERTAMINA PRESIDENT 
HARYONO. NOTFICATION OF OIL COMPANIES HAS BEEN DELAYED 
PENDING FINAL CLEARANCE FROM MINISTER OF NATIONAL ECONOMY 
WIDJOJO WHICH REPORTEDLY HAS NOW BEEN OBTAINED. 

2. ACCORDING PERTAMINA SOURCES, GOI HAS AGREED RELAX TERMS ON 
TWO OF THREE ORIGINAL INCENTIVES. FIRST CHANGE INVOLVES COM 
PANIES' OBLIGATION TO PROVIDE CERTAIN PERCENTAGE CRUDE RESULTING 
FROM NEW DISCOVERIES FOR DOMESTIC CONSUMPTION. PREVIOUS IN- 
CENTIVE AGREED TO VALUE THIS CRUDE AT FULL MARKET PRICE BUT 
TIED PROCEEDS GIVEN BY PERTAMINA TO COMPANIES TO SPENDING FOR 
CONTINUED EXPLORATION IN SAME CONTRACT AREA. NEW 
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LANGUAGE STATES PROCEEDS SHOULD "PREFERABLY 1 ' BE USED 
FOR SPENDING IN SAME FIELDS "IF SUCH OPPORTUNITY" EX- 
ISTS. IF THIS IS NOT POSSIBLE OR WOULD NOT BE "CONSISTENT 
WITH GOOD OIL PRACTICES," THEN CONTRACTOR FREE TO USE 
PROCEEDS AT OWN DISCRETION. FIVE YEAR APPLICATION 
PERIOD REMAINS UNCHANGED. 
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3. SECOND MODIFICATION INVOLVES TWENTY PERCENT CAPITAL 
INVESTMENT CREDIT GIVEN FOR FIRST YEAR OF NEW PRODUCTION 
FROM HARDSHIP AREAS, I.E. FIELDS LOCATED IN MORE THAN 

300 FEET WATER OFFSHORE OR 30 MILES FROM COAST ONSHORE. 

REVISED LANGUAGE SAYS INVESTMENT CREDIT WILL BE GIVEN NOW FOR 
NEW PRODUCTION IN DIFFICULT "AS WELL AS NON-DIFFICULT 
AREAS." CREDIT STILL REMAINS SUBJECT TO TAX, HOWEVER. 

4. WHILE NEWS OF THESE CHANGES HAS NOT YET FILTERED 
OUT INTO OIL PATCH, COMPANY REACTION SHOULD BE FAVOR- 
ABLE SINCE TWO CHANGES RESPOND DIRECTLY TO COMPANIES' 

CHIEF COMPLAINTS ABOUT FORMER INCENTIVES. OFFSHORE OPER 
ATORS LIKE ARCO, IIAPCO, UNION WOULD HAVE ALL BEEN DENIED 
INVESTMENT CRD IT BECAUSE THEYOPERATE IN SHALLOWER 
WATER DEPTHS. CONOCO, WHICH HAS COMMERCIALLY PROMISING 
BLOCK IN NATUNAS, WAS STYMIED BECAUSE WATER DEPTH THERE 
WAS 296 FEET. CALTEX SHOULD BE ABLE BENEFIT TOO NOW IN 
DEVELOPING SMALLER FIELDS IN ITS ONSHORE PRODUCTION 
SHARING BLOCK ADJACENT TO MINAS. TAXATION OF CREDIT 
WILL STILL BE IRRITANT TO COMPANIES BUT GOI APPEARS FIRM 
ON THIS. 

5. COMMENT: CHANGES WERE MADE IN OBVIOUS RECOGNITION 
THAT COMPANIES SIMPLY WERE NOT IMPRESSED BY ORIGINAL 
FEBRUARY 1 1 INCENTIVES. REPORTEDLY, PRESIDENT SUHARTO 
HIMSELF SPARKED MODIFICATIONS AFTER IT HAD BEEN 
BROUGHT TO HIS ATTENTION THAT INCENTIVES WERE CONSIDER- 
ABLY DILUTED BY USE OF VARIOUS QUALIFIERS. GOI ALSO 
APPARENTLY SOBERED BY FACT THAT COMPANIES WERE NOT 
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BLUFFING WHEN THEY SAID INDONESIA WAS FAST BECOMING LESS 
ATTRACTIVE PLACE FOR SCARCE INVESTMENT CAPITAL VIS-A-VIS 
OTHER PRODUCING AREAS. AS PRACTICAL MATTER, THESE 
CHANGES WILL BE OF MOST BENEFIT TO CURRENT PRODUCERS 
WHO ARE IN BEST POSITION TO BRING NEW OIL OUT OF 
GROUND. IT IS TOO SOON TO SAY, HOWEVER, WHETHER THESE 
CHANGES WILL HAVE IMPACT ON REMAINDER OF COMPANIES' 

1977 PROGRAMS. 
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